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The  City  Services  Auditor  was  created  within  the  Controller’s  Office  through  an  amendment  to  the 
City  Charter  that  was  approved  by  voters  in  November  2003.  Under  Appendix  F to  the  City  Charter, 
the  City  Services  Auditor  has  broad  authority  for: 

• Reporting  on  the  level  and  effectiveness  of  San  Francisco’s  public  services  and 
benchmarking  the  city  to  other  public  agencies  and  jurisdictions. 

• Conducting  financial  and  performance  audits  of  city  departments,  contractors,  and  functions 
to  assess  efficiency  and  effectiveness  of  processes  and  services. 

• Operating  a whistleblower  hotline  and  website  and  investigating  reports  of  waste,  fraud,  and 
abuse  of  city  resources. 

• Ensuring  the  financial  integrity  and  improving  the  overall  performance  and  efficiency  of  city 
government. 

The  audits  unit  conducts  financial  audits,  attestation  engagements,  and  performance  audits. 
Financial  audits  address  the  financial  integrity  of  both  city  departments  and  contractors  and  provide 
reasonable  assurance  about  whether  financial  statements  are  presented  fairly  in  all  material  aspects 
in  conformity  with  generally  accepted  accounting  principles.  Attestation  engagements  examine, 
review,  or  perform  procedures  on  a broad  range  of  subjects  such  as  internal  controls;  compliance 
with  requirements  of  specified  laws,  regulations,  rules,  contracts,  or  grants;  and  the  reliability  of 
performance  measures.  Performance  audits  focus  primarily  on  assessment  of  city  services  and 
processes,  providing  recommendations  to  improve  department  operations. 

We  conduct  our  audits  in  accordance  with  the  Government  Auditing  Standards  published  by  the  U.S. 
Government  Accountability  Office  (GAO).  These  standards  require: 

• Independence  of  audit  staff  and  the  audit  organization. 

• Objectivity  of  the  auditors  performing  the  work. 

• Competent  staff,  including  continuing  professional  education. 

• Quality  control  procedures  to  provide  reasonable  assurance  of  compliance  with  the  auditing 
standards. 


Audit  Team:  Cynthia  Fong,  Audit  Manager 
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June  20,  2007 

Susan  Leal,  General  Manager 
San  Francisco  Public  Utilities  Commission 
1155  Market  Street,  1 1th  Floor 
San  Francisco,  CA  94103 

Dear  Ms.  Leal: 

The  Office  of  the  Controller  (Controller)  presents  its  report  on  the  review  of  allegations 
concerning  Red  River  Associates  (Red  River),  a consulting  firm  that  provided  staff  development 
and  training  services  as  a part  of  a $45  million  contract  agreement  between  the  San  Francisco 
Public  Utilities  Commission  (PUC)  and  Water  Infrastructure  Partners  (Water  Partners).  We 
conducted  the  investigation  at  the  request  of  the  Controller’s  Whistleblower  Unit,  which  received 
an  anonymous  complaint  from  a PUC  employee.  The  complainant  stated  that  Water  Partners 
did  not  select  Red  River  based  on  proper  city  procurement  procedures,  that  the  PUC  paid  large 
sums  of  money  to  Red  River  to  perform  work  that  could  have  been  completed  by  city 
employees,  and  that  Red  River  performed  other  consulting  services  while  charging  full-time 
hours  to  the  PUC. 

We  concluded  that  there  are  no  merits  to  the  allegations.  Water  Partners  and  the  PUC  properly 
adhered  to  contract  requirements  in  selecting  Red  River  as  a subconsultant  and  Red  River’s 
hourly  rate  appeared  reasonable  when  compared  to  the  amounts  paid  by  Water  Partners  to 
other  subconsultants.  Further,  Red  River  performed  work  that  was  not  technically  suitable  for 
city  employees  and  accurately  billed  the  PUC  for  services  performed. 

We  appreciate  the  assistance  and  cooperation  that  the  PUC  staff  provided  to  us  during  the 
audit. 

Respectfully  submitted. 


cc:  Mayor 
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INTRODUCTION 


Allegations  The  Whistleblower  Unit  of  the  Office  of  the  Controller 

(Controller),  received  an  anonymous  complaint  from  a San 
Francisco  Public  Utilities  Commission  (PUC)  employee  that 
Water  Infrastructure  Partners  (Water  Partners)  did  not 
select  Red  River  Associates  (Red  River)  based  on  proper 
City  and  County  of  San  Francisco  (City)  procurement 
procedures,  that  the  PUC  paid  large  sums  of  money  to  Red 
River  to  perform  work  that  could  have  been  performed  by 
city  employees,  and  that  Red  River  performed  other 
consulting  services  while  charging  full-time  hours  to  the 
PUC. 

According  to  the  complainant,  the  PUC,  Water  Partners, 
and  Red  River  engaged  in  the  following  questionable 
activities: 

• The  PUC  and  Water  Partners  did  not  select  Red  River 
based  on  proper  city  procurement  procedures. 

• The  PUC  paid  Red  River  for  many  hours  of  work  at  an 
astronomical  rate  of  $189  per  hour. 

• City  personnel  staff  could  also  perform  the  same  work 
completed  by  Red  River  in  a shorter  amount  of  time. 

• In  calendar  year  2004,  Red  River  performed  other 
consulting  services  in  Washington  D.C.  while  charging 
full-time  hours  to  the  PUC. 


Background  The  PUC  had  a professional  services  agreement  with  the 

Water  Infrastructure  Partners  (Water  Partners),  a joint 
venture  of  Jacobs  Civil,  Inc.  and  Primus  Infrastructure, 
LLC.^  Under  the  agreement.  Water  Partners  provided 
program  management  and  construction  management 
services  that  supported  the  PUC  water,  power,  and  sewer 
capital  improvement  program.  The  agreement  required 
Water  Partners  to  provide  overall  direction  and  guidance  to 
the  program;  to  supply  project  and  construction 
management  services  to  individual  projects;  and  to  furnish 
technical  support  services,  primarily  in  defining  engineering 
needs,  optimizing  the  selection  of  design  alternatives,  and 


^ Primus  Infrastructure,  LLC  was  acquired  by  Parsons  Corporation  during  calendar  year  2004,  and  became 
Parsons  Water  and  Infrastructure,  LLC. 
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Scope  and  Methodology 


providing  technical  expertise  to  manage  \A/orkload  peaks. 
The  PUC  entered  a $45  million  contract  agreement  with 
Water  Partners  in  late  2000  and  the  firm  completed  its 
contract  in  fiscal  year  2005-06.^ 

The  subconsultant  we  investigated  was  one  of  the  408  staff 
who  contracted  with  Water  Partners  during  its  agreement 
with  the  PUC.  Red  River  specialized  in  public  administration 
and  had  previous  experience  in  facilitating  development  and 
business  opportunities  for  the  City  of  Oakland.  Under  the 
contract  agreement  between  Red  River  and  Water 
Partners,  Red  River's  principal  received  $189  per  hour  to 
provide  services  in  the  areas  of  staff  development  and 
training.  Specifically,  Red  River  was  assigned  to  assist  with 
the  implementation  of  an  effective  communication  strategy; 
conduct  assessment  interviews  with  managers  and 
contractors:  and  facilitate  meetings,  team  building  exercises 
and  retreats  related  to  the  PUC  capital  improvement 
program.  Red  River  provided  services  from  November  10, 
2003,  through  November  22,  2005,  and  received  a total  of 
$546,966  for  2,894  hours. 


The  purpose  of  our  investigation  was  to  determine  whether 
the  allegations  regarding  Red  River  had  merit.  We 
examined  documents  and  reviewed  applicable  terms  of  the 
agreement  between  the  PUC  and  Water  Partners,  as  well 
as  the  agreement  between  Water  Partners  and  Red  River. 
We  also  compared  Red  River’s  billing  rate  to  other 
subconsultants  who  performed  work  on  the  same  task 
orders  assigned  to  Red  River.  To  evaluate  Red  River’s 
performance,  we  interviewed  staff  from  the  PUC  and  Water 
Partners,  and  reviewed  the  performance  evaluations 
prepared  by  the  PUC  and  independent  review  panels  for 
the  task  orders  in  effect  from  November  2003  through  April 
2005.  We  relied  on  the  PUC  staff’s  evaluations  of  Water 
Partners’  performance  and  the  panels’  concurrence  on  the 
evaluations.  To  determine  whether  Red  River  accurately 
billed  its  services,  we  analyzed  sample  payments  made  by 
the  PUC  and  traced  paid  amounts  to  the  amounts  invoiced 
in  supporting  documents  for  the  period  under  review. 


■ Throughout  the  contract  term,  the  Controller  issued  six  audit  reports  to  determine  whether  Water  Partnere 
complied  with  the  agreement's  provisions  with  the  PUC.  particularly  those  applying  to  performance  and 
compensation  As  a result  of  the  audits,  the  PUC  had  improved  its  management  of  the  agreement. 


AUDIT  RESULTS 


Summary 


Water  Partners  Followed 
Contract  Requirements 
in  Selecting  Red  River  as 
a Subconsultant 


We  found  no  merit  in  the  complainant’s  allegations  related 
to  Red  River  Associates  (Red  River).  Water  Infrastructure 
Partners  (Water  Partners),  as  well  as  the  San  Francisco 
Public  Utilities  Commission  (PUC),  adhered  to  contract 
requirements  in  selecting  Red  River  as  a subconsultant. 

The  PUC  paid  Red  River  a reasonable  hourly  rate,  and  Red 
River  performed  work  that  was  not  technically  suitable  for 
city  employees.  Finally,  Red  River  accurately  billed  the  PUC 
for  services  performed. 


Water  Partners  adhered  to  contract  and  city  requirements 
in  selecting  Red  River  as  a subconsultant  for  Water 
Partners’  contract  with  the  PUC.  The  City’s  Human  Rights 
Commission  (HRC)  required  Water  Partners  to  inform  HRC 
when  new  subconsultants  were  added  to  Water  Partners’ 
contract  if  a modification  to  the  original  contract  increased 
the  contracted  amount  by  20  percent.  Red  River  was  not 
listed  in  the  original  proposal;  however,  since  Water 
Partners  did  not  increase  its  contracted  amount  of  $45 
million  during  its  contractual  period,  it  was  not  required  to 
notify  HRC  when  adding  Red  River  as  a subconsultant. 

In  addition.  Water  Partners  obtained  written  authorization 
from  the  PUC  before  adding  Red  River  as  a subconsultant, 
as  required  by  the  contract  between  the  PUC  and  Water 
Partners.  In  November  2003,  the  PUC  assistant  general 
manager  for  infrastructure  approved  adding  Red  River  to 
the  contract.  At  the  time,  the  assistant  general  manager 
was  responsible  for  restructuring  the  PUC  bureaus  and 
needed  staffing  assistance.  Because  the  PUC  did  not  have 
a full  personnel  staff  available  and  hiring  permanent  city 
staff  proved  to  be  a lengthy  and  difficult  process,  the  PUC 
decided  to  use  subconsultants  rather  than  hire  additional 
city  staff  to  assist  in  the  restructuring  of  the  PUC  bureaus 
and  expedite  staffing  requests.  According  to  the  assistant 
general  manager  of  PUC  and  the  business/contracts 
manager  of  Water  Partners,  both  the  PUC  management 
staff  and  Water  Partners  selected  Red  River  as  the  most 
qualified  subconsultant  to  perform  the  necessary  scope  of 
work.  Red  River  also  qualified  as  a Disadvantaged 
Business  Enterprise. 
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Red  River’s  Hourly  Rate 
Appeared  Reasonable 


The  PUC  Considered  Red 
River’s  Work  Valuable 
and  Not  Technically 
Suitable  for  Civil  Service 
Employees 


The  PUC  properly  approved  Red  River’s  hourly  rate.  Water 
Partners'  agreement  required  that  any  billing  rate 
exceeding  $140  per  hour  be  approved  in  \A/riting  in  advance 
by  the  PUC  general  manager  or  designee.  Water  Partners 
agreed  to  pay  Red  River  to  perform  work  at  $189  per  hour, 
which  included  overhead,  benefits,  and  consultant  fees. 

The  PUC  assistant  general  manager  for  infrastructure 
signed  the  approval  of  Red  River’s  billing  rate  on  behalf  of 
the  PUC  general  manager. 

In  addition,  Red  River’s  billing  rate  of  $189  per  hour 
appeared  to  be  reasonable  when  compared  to  the  rates 
Water  Partners  paid  its  other  subconsultants  who  also 
performed  work  on  the  staff  development  and  training  task. 
Within  the  assigned  task.  Red  River  was  one  of  two 
subconsultants  who  received  a pay  rate  greater  than  the 
maximum  allowable  billing  rate  of  $140.  Of  the  408  staff 
contracted  by  Water  Partners,  Red  River’s  principal  was 
one  of  92  staff  who  received  a pay  rate  greater  than  $140. 


The  PUC  gave  high  evaluations  to  Water  Partners  on  the 
tasks  Red  River  participated  as  a subconsultant.  The  PUC 
project  manager,  contract  manager,  and  assistant  general 
manager  for  infrastructure,  along  with  three  individuals  from 
Water  Partners  agreed  the  tasks  were  performed  well.  In 
addition,  as  required  by  the  agreement  between  the  PUC 
and  the  Water  Partners,  an  independent  review  panel 
examined  the  PUC  evaluation  process  to  verify  consistency 
among  PUC  managers  in  applying  the  PUC’s  performance 
assessment  for  the  Water  Partners’  performance.  The 
panel  concluded  the  evaluation  process  and  results 
produced  by  the  PUC  managers  were  conducted  in  a fair 
and  unbiased  process. 

Moreover,  the  PUC  assistant  general  manager  for 
infrastructure  assured  us  the  work  performed  by  Red  River 
was  very  valuable  and  that  Red  River  performed  well  on  the 
reorganization  process  for  PUC  bureaus.  A manager  in  the 
PUC  project  management  bureau  also  concurred  on  the 
value  of  Red  River’s  work,  noting  that  Red  River  expedited 
a complicated  hiring  process  and  worked  well  with  the 
City’s  Department  of  Human  Resources.  We  observed 
documentation  demonstrating  Red  River’s  assistance  in  the 
recruitment  of  22  positions,  ranging  from  junior  engineer  to 
manager  of  construction  management  bureau 


classifications,  which  appeared  to  require  technical  skills 
and  expertise. 


Red  River  Did  Not 
Charge  the  PUC  for  Work 
Conducted  for  Another 
Agency 


Further,  the  PUC  obtained  approval  from  the  City’s  Civil 
Service  Commission  to  allow  the  PUC  to  select  a contractor 
to  manage  its  capital  improvement  program,  which  included 
staff  development  and  training.  Specifically,  the  commission 
noted  that  civil  service  employees  did  not  have  the 
necessary  specialized  technical  expertise  in  program  and 
construction  management  systems,  the  scope  of  work  was 
temporary,  and  there  were  no  existing  civil  service 
classifications  that  performed  the  services.  In  order  to 
comply  with  Civil  Service  Commission  requirements,  the 
PUC  also  notified  the  affected  union  organization.  Local  21, 
to  contract  for  the  capital  improvement  program  scope  of 
services. 


We  were  also  not  able  to  find  any  merit  to  the  allegation 
that  Red  River  charged  the  PUC  for  work  performed  for  the 
Office  of  the  City  Administrator  of  Washington  D.C.  (DC 
Administrator).  Red  River  provided  consulting  services  for 
Water  Partners  and  the  DC  Administrator  from  July  to 
September  2004.  The  PUC  paid  the  Water  Partners  an 
average  of  29  hours  per  week  during  that  time  period  for 
Red  River’s  services.  Since  Red  River’s  timesheets  did  not 
account  for  a full  work  week,  it  had  the  capacity  to  take  on 
another  assignment.  In  addition,  the  assistant  general 
manager  for  infrastructure  informed  us  that  Red  River 
disclosed  to  the  PUC  of  Red  River’s  consulting 
engagement  with  the  DC  Administrator  before  working  for 
the  DC  Administrator.  Furthermore,  the  assistant  general 
manager  stated  that  Red  River’s  responsibilities  for  the  DC 
Administrator  did  not  appear  to  interfere  with  its  duties  for 
the  PUC. 
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